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BY 
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*‘We  are  in  a constant  state  of  transition,  and  we  are  constantly  making  new 
discoveries  as  to  the  Rules  which  regulate  our  Paper  Currency.”— Robert  PeeVs 
Speech  on  the  Currency^  May^  1844. 


LONDON : 

HAMILTON,  ADAMS,  & CO. 

READING  ; E.  BLACKWELL. 


1853. 


A LETTER,  &c. 


GENTLEMEN, 

Having  been  for  many  years  connected  with 
Banking,  and  knowing  of  what  great  importance  it  is 
to  that  interest  especially,  that  a clear  exposition  should 
be  given  of  the  manner  in  which  fluctuations  in  the 
Money  Market  are  produced ; I beg  respectfiilly  to  submit 
for  your  consideration  certain  views  explanatory  of  that 
subject,  which  I believe  a careful  perusal  will  com- 
mend to  your  judgment  as  correct,  and  as  tending  to 
dispel  much  of  the  mystery  in  which  the  Currency  ques- 
tion has  hitherto  been  enveloped. 

My  purpose  will  be,  in  the  first  place,  to  point  out  that 
bankers’  current  balances  which  are  payable  on  demand, 
operate  as  a medium  of  exchange ; that  they  act  as  a 
substitute  for  coin  and  bank-notes,  and  in  that  capacity 
are  chiefly  instrumental  in  carrying  on  the  trade  of  the 
country. 

In  the  second  place,  I would  wish  to  draw  your  atten- 
tion to  the  principle  upon  which  bankers’  current  balances 
are  based,  and  at  the  same  time  to  point  out  the  manner 
in  which  they  are  affected  by  fluctuations  in  the  circula- 
tion of  the  Bank  of  England,  and  by  fluctuations  in  the 
Dormant  Circulation  of  the  Country.  By  the  term 
Dormant  Circulation  I mean  to  be  understood  surplus 
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unt  jmployed  capital,  in  the  shape  of  coin  and  Bank  of 

En  Tland  notes,  held  in  reserve  by  the  public  ; not  for  ' 

^ • • • 1 
the  immediate  purposes  of  trade  nor  yet  with  the  inten- 

tio  1 of  hoarding,  but  owing  to  the  want  of  a suitable 

in\  estment. 

. \nd  in  the  third  place,  referring  to  what  I shall  then 
ha'  ”^e  stated,  I would  bring  under  your  consideration  the 
pr(  ssures  or  panics  of  April  and  October,  1847 ; and  I 
venture  to  believe  that  their  origin,  their  gradual  de-  < 

velopement,  and  their  final  extinction  or  cure,  will 
pri5sent  no  difficulties  in  the  way  of  being  understood, 
ani  that  the  causes  of  all  fluctuations  in  the  Money 
M:  irket  will  be  rendered  clear  and  intelligible. 

The  general  and  very  natural,  although  very  erroneous 
inpression  with  reference  to  the  nature  of  bankers’ 
cu  rrent  balances  is,  that  that  portion  of  them  which  the 
banker  disposes  of  in  the  shape  of  loans  or  otherwise,  t 

in  stead  of  being  the  money  actually  engaged  by  its  own- 
er 3 in  carrying  on  trade,  is  the  capital  at  present  unem- 
pl  5yed  by  them ; else  how  could  the  banker  lend  it  ? And 
to  deny  the  truth  of  this  explanation  would  involve  a 
cc  ntradiction  in  terms,  could  it  not  be  shewn  that  the 
m 3ney  which  the  banker  lends  and  his  current  balances 
ai  e two  distinct  things,  each  acting  equally  as  a medium 
oj  ■ exchange,  so  that  while  his  customer  employs  the  one 
tl  le  banker  can  employ  the  other. 

I quote  as  follows  fi’om  the  Bankers'  Magazine; — 

“ The  capital  at  the  disposal  of  the  bankers,  is  that 
“ portion  of  the  floating  wealth  of  the  country  which  is 
“ not  yet  invested  in  trade,  or  spent  in  commodities,  or 
“ locked  up  in  consols  or  mortgages,  or  spent  in  railways, 

“ docks,  roads,  houses,  or  estates,  but  is  retained  in  the 
“ condition  of  a power  of  purchase,  ready  at  any  time, 

‘ and  transferable  to  any  quarter.” 
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Now  of  course  no  person  canye^  havedisposed  of  the  mo- 
ney in  his  pocket  or  the  money  at  his  bankers;  I apprehend 
therefore,  the  meaning  of  the  quotation  from  the  Bank- 
ers^ Magazine  to  be  that  the  capital  at  the  disposal  of 
bankers  is  the  surpltis  unemployed  capital  of  their  custom- 
ers; whereas,  I maintain  that  the  capital  at  the  disposal 
of,  or  disposed  of  hy  bankers,  instead  of  being  the  unem- 
ployed may  be  the  fully  employed  capital  of  their  cus- 
tomers ; may  be  and  is  being  every  day  expended  by  them 
in  investments  in  trade,  or  in  commodities,  or  being 
locked  up  (that  is  invested)  in  consols  or  mortgages,  or 
spent  in  railways,  docks,  roads,  houses,  or  estates,  and 
forms  indeed  the  greater  portion  of  the  capital  engaged  in 
carrying  on  the  trade  of  the  country ; the  fact  being  that 
the  extent  to  which  the  public  may  be  investing  their 
money, — thout  is  transferring  it  from  one  to  another, 
— has  little  or  no  effect  upon  the  total  amount  of  bank- 
ers’ current  balances,  and  therefore  no  effect  upon  the 
amount  of  the  capital  at  the  bankers’  disposal. 

In  short,  while  bankers  are  employing  the  capital 
lodged  with  them,  they  are  enabled  effectually  to  substi- 
stute  a credit  which  we  term  current  balances  in  the 
place  of  such  capital ; and  upon  this  consideration 
I submit  that  it  is  shewn  that  bankers’  current  balances 
are  a medium  of  exchange. 

Perhaps  the  matter  may  be  placed  in  a stronger  light 
if  we  suppose  a case  illustrating  the  creation  of  bankers’ 
current  balances,  or  the  formation  of  a bank.  Suppose 
then  that  one  thousand  tradesmen  who  have  been  without 
banking  accounts  and  who  cannot  carry  on  their  business 
with  less  capital  than  they  possess,  have  in  their  pockets 
at  this  moment  an  aggregate  sum  of  150, 000^.  or  an 
average  sum  of  15  OZ.  each ; and  now  let  them  appoint 
A.  B.  as  keeper  of  their  cash,  determining  henceforth  to 
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lod^e  with  him  all  the  cash  they  receive,  and  to  draw 
froi  n him  all  the  cash  they  pay  away ; resolving  in  short 
to  make  the  same  use  of  A.  B.  as  they  had  hitherto 
doi  e of  their  own  pockets.  In  such  a cjise  experience 
wo  lid  teach  A . B.  that  although  the  amount  credited  to 
eac  h of  his  thousand  customers  was,  by  reason  of  their 
traiing  transactions,  subject  to  constant  variation — al- 
thc  ugh  on  one  day  a customer  might  have  1,000Z.  and  the 
nei  t day  almost  nothing  on  account, — yet  that  the  total 
am  Dunt  of  cash  in  his  hands  would  seldom  vary  much  in 
ore  inary  times,  either  over  or  under  the  sum  originally 
dej  osited,  namely  150,000?. ; he  would  find  that,  as  a ge- 
nei  al  rule,  one  customer  paid  in  as  much  as  another  drew 
oui  ; and  under  these  circumstances  let  him  take  the  re- 
ma  ining  step,  let  him  withdraw  120,000?.  from  his  till  and 
im  est  it  in  consols,  employ  it  in  the  discount  of  bills,  or 
in ' oans  or  advances,  and  what  is  the  effect  produced  ? Are 
his  customers  thereby  deprived  of  a medium  of  exchange 
to  he  extent  of  120,000?.  ? Of  course  they  are  not,  because 
th(  y are  still  trading  to  the  fiillest  extent  of  their  capital, 
pn  cisely  as  though  the  120,000?.  were  actually  in  the 
custody  of  A.  B.  or  precisely  as  though  the  whole 
150,000?.  were  in  their  own  pockets;  and  hence  I re- 
spe  ctfiilly  submit,  that  in  the  case  suggested  it  is  proved 
ths  t the  current  balances  with  A.  B.  were  an  effectual 
sul  istitute  for  cash  as  a medium  of  exchange, — that  it  is 
for  nd  that  the  one  is  not  more  potent  than  the  other,  as 
coi  istituting  the  capital  by  which  his  customers  carry  on 
tra  de. 

And  it  follows  that  since  the  150,000?.  in  current  ba- 
lances with  A.  B.  operated  as  a medium  of  exchange, 
altiough  A.  B.  held  but  30,000?.  in  Bank  of  England 
noi  es  and  gold,  so  do  the  (say)  100,000,000?.  with  bank- 
ers payable  on  demand,  although  it  is  probable  they  do 
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not  hold  in  their  tills  more  than  12,000,000?.  as  a cash 
I balance. 

To  place  the  matter  in  yet  another  light,  let  us  suppose 
the  Government  to  advance  to  bankers  (say)  90,000,000?. 
in  Bank  of  England  notes,  in  order  to  enable  the  public 
to  withdraw  their  money  from  banks  for  a day,  and  let 
them  withdraw  it.  And  now  in  what  different  position 
are  the  public  placed  by  the  exchange  of  bankers’  cur- 
rent balances  for  Bank  of  England  notes  ? are  they  one 
pennv  the  richer  ? do  they  pay  or  receive  payment  of 
their  debts  more  readily  ? can  they  embark  more  largely 
in  trade,  or  purchase,  or  speculate  more  extensively  ? or 
is  it  not  the  fact  that  their  position  remains  unaltered  ? 
and  if  so,  then  it  is  proved  that  bankers’  current  balances 
are  a medium  of  exchange,  as  effective  as  the  bank  notes 
they  now  hold, — in  other  words,  that  by  the  operations 
I of  banking  a medium  of  exchange  is  supplied  to  the 

country  to  the  extent  of  at  least  some  90,000,000?.  over 
and  above  the  amount  of  the  tangible  circulation. 

We  will  now  proceed  to  consider  the  principle  upon 
which  bankers’  current  balances  are  based.  Their  cre- 
ation over  and  above  the  amount  of  cash  they  hold,  is 
of  course  owing  simply  to  the  fact  that  bankers  make 
loans  or  advances  instead  of  retaining  in  their  tills  all 
the  cash  they  receive  fi’om  the  public  to  account  for  on 
demand ; if  bankers  did  hold  such  monies  by  them,  then 
it  is  clear  they  could  have  no  current  balances  beyond  the 
amount  of  the  notes  and  coin  absolutely  in  their  possession. 

But  to  exemplify  the  principle  on  which  they  are 
created,  and  at  the  same  time  to  show  the  effect 
upon  bankers’  current  balances  of  fluctuations  in  the 
i;  circulation  of  the  Bank  of  England,  we  will  suppose 

an  extreme  case, — a case  illustrating  the  gradual  erection 
of  10,000,000?.  in  current  balances  originating  in  an 
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additional  issue  of  1,000,000Z.  by  the  Bank  of  England, 
and  this  will  show  the  fullest  possible  developement  of 
the  principle  we  wish  to  explain. 

Td  make  out  this  case  we  must  assume  that  hankers 
reta\  n as  cash  balance  a tenth  only  of  the  amount  they 
are  liable  to  pay  on  demand,  and  that  all  the  parties 
with  out  exception  amongst  whom  the  money  in  question 
shal  circulate,  keep  banking  accounts.  Thus  then 
let  tie  Bank  of  England  issue  an  additional  million,  and 
let  t le  recipients  thereof  pay  the  same  to  account  with 
banl  ers,  whose  current  balances  will  thereby  be  increased 
1,00  ),000/.,  and  who,  on  the  principle  of  retaining  as  cash 
bala  ice  one  tenth  only  of  their  liabilities,  re-issue,  by  the 
purchase  of  government  or  other  securities,  or  by  an 
advance  to  the  public  of  one  description  or  another, 
the  remaining  nine-tenths  of  the  million  received,  or 
900,  )00Z.  This  sum  is  again  paid  to  account  with  ban- 
kers making  the  increase  in  current  balances  1,900,000?. 
and  the  bankers  again  issue,  on  the  same  principle  as 
befo  *e,  nine-tenths  of  the  900,000Z.  or  810,000/.  which 
is  lil;ewise  paid  to  account,  making  the  increase  in  cur- 
rent balances  2,710,000/.  the  bankers  then  issue  729,000/. 
which  being  again  paid  to  account,  the  current  balances 
are  i ncreased  to  3,439,000/.  and  with  this  principle  fully 
carri  ed  out  it  is  obvious  that  it  must  result  in  the  creation 
of  I ),000,000/.  in  current  balances,  leaving  the  bankers 
in  pc  ssession  of  the  1,000,000/.  in  notes  as  a cash  balance. 

O ■ course  it  is  not  at  all  material  to  what  extent  the 
depositors  may  be  supposed  to  have  drawn  upon  their 
monies,  in  the  way  of  trade  or  otherwise,  providing  its 
circi  lation  was  strictly  confined  to  those  who  like  them- 
selvc  s kept  banking  accounts. 

W e will  now  destroy  10,000,000/.  in  current  balances 
by  r<  versing  our  operations,  still  assuming  of  course  that 
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all  parties  concerned  keep  banking  accounts,  and  that 
bankers  retain,  as  cash  balance,  an  amount  equal  to 
exactly  a tenth  of  their  liabilities. 

Let  then  the  Bank  of  England  contract  its  issue 

# 

1,000,000/.  (say)  by  the  sale  of  Government  securities, 
to  parties  keeping  banking  accounts. 

The  bankers,  finding  their  cash  reduced  1,000,000/. 
and  that  amount  having  been  held  by  them  as  cash 
balance  to  meet  the  demands  on  10,000,000/.  they  are 
obliged  immediately  to  replace  it  by  calling  in  900,000/. 
that  being  a tenth  of  9,000,000/.  the  amount  to  which 
their  current  balances  are  now  reduced  by  the  withdrawal 
of  the  million  by  the  Bank  of  England,  but  in  procuring 
this  900,000/.  they  must  reduce  the  current  balances 
and  cash  with  other  banks  to  an  equal  extent,  and  these 
banks  must  forthwith  recover  810,000/.  to  keep  their 
cash  balance  equal  to  one  tenth  of  their  liabilities ; the 
810,000/.  coming  again  out  of  banks,  they  in  their  turn 
are  compelled  to  call  in  729,000/.  or  to  curtail  their 
advances  to  that  extent;  and  again  must  the  bankers 
find  their  current  balances  and  cash  sunk  to  a like 
amount,  and  being  always  compelled  to  recover  their 
proper  proportion  of  cash,  the  operation  must  necessarily 
be  repeated  until  the  whole  10,000,000/.  in  current 
balances,  based  upon  the  million  withdrawn,  are  destroy- 
ed, when  the  proper  proportion  will  be  restored  between 
the  current  balances  with  bankers  and  their  cash  in 
hand. 

The  results,  perhaps,  in  this  last  calculation,  are  not  so 
immediately  perceptible  as  in  the  former,  but  I refrain 
from  going  more  closely  into  it  as  it  would  occupy  con- 
siderable space,  and  in-as-much  as  it  may  be  worked 
out  by  those  who  feel  disposed  to  do  so. 

They  have  only  to  make  it  imperative  on  bankers  to 
retain  exactly  a tenth  of  their  liabilities  as  cash  balance. 
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and  imperative  that  the  money  transactions  in  all  their 
ram  ifications  be  vrith  those  who  keep  their  monies  with 
ban  iers. 

I would  however  suggest,  that  to  make  the  matter 
mor  B clear,  all  the  hanks  be  treated  as  one  establishment, 
whe  n the  calculation  would  run  thus ; — on  the  withdrawal 
of  t tie  1,000,000Z.  1st  evening,  the  banker  finds  himself 
min  iis  900,000Z.  in  his  proper  proportion  of  cash  ; — 2nd 
day.  morning,  (say)  realizes  that  amount  of  consols, — 
evening,  finds  himself  minus  810,000^.  in  his  proper 
pro]  jortion  of  cash ; — 3rd  day,  morning,  (say)  calls  in  or 
recc  vers  advances  to  that  amount, — evening,  finds  him- 
self minus  729,000?.  in  his  proper  proportion  of  cash ; — 
4th  day,  morning  (say)  restricts  or  curtails  his  discounts 
to  :hat  amount,  in  the  evening,  finds  his  receipts  that 
mu(  h short  of  what  they  otherwise  must  have  been,  un- 
less his  other  customers  have  made  the  advances  in  his 
stea  d ; but  in  whichever  way  it  is  taken,  his  current  ba- 
lances are  down  729,000?.  and  now  he  is  minus  656,100?. 
in  ] lis  proper  proportion  of  cash,  which  he  proceeds  to 
recover,  &c.  &c. 

I et  us  now  glance  at  the  premises  upon  which  these 
calc  ulations  are  based,  that  we  may  judge  fairly  of  the 
actual  effect  of  fluctuations  in  the  circulation  of  the 
Bar  k of  England  upon  banker’s  current  balances. 

lirst  then,  bankers  always  hold  just  so  much  cash 
bah  nee  as  they  deem  sufficient  to  insure  their  ability  to 
mee  t their  demands,  without  considering  the  proportion 
it  b jars  to  their  liabilities ; individually  they  do  not  hold 
any  fixed  proportion,  but  the  aggregate  amount  held  by 
the]  a in  proportion  to  their  current  balances,  I think  we 
werB  justified  in  assuming  to  be  somewhere  about  a 
ten1  h,  because,  according  to  high  authorities,  bankers  are 
liab  le  to  pay  on  demand  a larger  sum  than  120,000,000?. 
and  since  it  is  impossible  to  suppose  that  the  public 
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have  not  absolutely  in  their  hands  at  least  10,000,000?. 
in  Bank  of  England  notes,  when  we  know  they  hold 

7.000. 000?.  in  Country  Bank  notes,  and  the  circula- 
tion of  the  Bank  of  England  being  generally  about 

20.000. 000?.  there  is  left  but  some  10,000,000?.  for  the 
tills  of  bankers,  which,  with  (say)  2,000,000?.  in  gold, 
would  give  them  about  a tenth  of  their  liabilities  for  their 
cash  balance. 

We  now  turn  to  our  second  assumption,  viz. — that  all 
the  money  transactions  embraced  in  our  calculations, 
were  exclusively  with  parties  keeping  banking  accounts. 

Tradesmen  in  general  and  the  great  bulk  of  the  res- 
pectable classes  keep  accounts  with  bankers,  and  I think, 
therefore,  it  will  be  admitted  that  the  system  is  suffi- 
ciently general  to  warrant  the  belief,  that  although  the 

1.000. 000?.  of  additional  issue  by  the  Bank  of  England 
might  not  create  current  balances  to  the  extent  of 

10.000. 000?.  yet  that  it  certainly  would  to  the  extent  of 

2.000. 000?.  or  more. 

There  exists,  however,  another  cause  operating  upon 
current  balances,  on  precisely  the  same  principle  as  do 
the  fluctuations  in  the  circulation  of  the  Bank  of  Eng- 
land, I mean  the  fluctuations  in  the  amount  of  the 
Dormant  Circulation  of  the  country. 

I have  already  stated  that  by  the  term  Dormant  Cir- 
culation I intended  to  be  understood  such  monies  as  that 
portion  of  the  public  not  keeping  banking  accounts  hold 
— not  for  the  immediate  purposes  of  trade,  nor  yet  with 
the  intention  of  hoarding — but  simply  as  surplus  capi- 
tal for  which  they  have  no  present  use.  And  to  the 
fluctuations  in  the  amount  of  monies  so  held  were 
mainly  attributable  the  immense  abundance  of  money 
in  1845,  and,  to  a limited  extent,  the  scarcity  which  pre- 
vailed throughout  1847. 
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T lie  Banker's  Magazine  affirms  that,  during  the  exis- 
tenc3  of  the  railway  mania  in  1845,  the  trade  of  this 
coui  itry  was  carried  on,  on  a scale  of  almost  unexampled 
mag  aitude — that  nevertheless  money  was  extremely  plen- 
tiful so  much  so  that  there  was  “ a great  readiness  on  the 
part  of  hankers  to  lend  money  both  on  usual  and  unusual 
securities'' — yet  that  the  note  circulation  was  not  un- 
usuj  lly  large.  From  whence  then  arose  this  abundance 
of  r loney  ? The  extraordinary  desire  then  so  prevalent, 
from  the  highest  to  the  lowest  grades  in  society,  to  specu- 
late in  railways,  must,  it  cannot  be  doubted,  have  drawn 
upo]  i the  Dormant  Circulation  to  an  almost  unparalleled 
extent — to  the  extent  at  least  of  four  or  five  millions, 
and  hence  the  erection  of  some  10,000,000Z.  in  banker’s 
cun  ent  balances,  and  the  consequent  abundance  of  money 

tl  lere  being  that  much  more  ready  capital,  minus  the 

cash  balance,  (say)  1,000, OOOZ.  at  the  disposal  of  the 
pub  lie,  and  that  much  more,  or  9,000,000?.  of  additional 
accommodation,  granted  by  bankers. 

A^ain,  throughout  the  year  1847  we  experienced  a 
seal  ‘city  of  money,  independent  of  the  panics  of  April 
and  October,  and  this  scarcity  was  chiefly  attributable  to 
an  Increase  in  the  Dormant  Circulation  beyond  its  or- 
dini  iry  limits,  and  the  cause  of  this  increase  was  the 
hig  i price  of  corn. 

] armers  do  not  generally  dispose  of  the  bulk  of  their 
cor  1 until  their  rents  are  nearly  due,  or  until  they  have 
son  le  immediate  use  for  their  money,  they  hold  back  for 
the  chance  of  better  markets  ; high  prices,  however,  be- 
sid  !S  giving  the  farmer  more  money  for  his  corn,  natu- 
ral] y prevent  so  strict  an  adherance  to  this  rule,  and  it  i& 
ext  cemely  probable,  therefore,  that  what  with  the  unusually 
hig  h prices  obtained,  and  the  quantity  sold  before  its  usual 
tin  e,  farmers  not  keeping  banking  accounts  were  holding 
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money  to  the  extent  of  some  three  millions  instead  of 
corn ; and  hence  a destruction  of  banker  s current  ba- 
lances to  a very  large  amount,  and  the  reduction  of 
banker’s  advances  to  the  public  in  the  same  ratio ^ 
allowing  only  for  their  cash  balance. 

But  this  year  was  distinguished  not  only  by  the 
scarcity  of  money  to  which  I have  alluded,  but  also  by 
two  intense  pressures  in  the  money  market,  the  nature 
of  which  we  will  now  endeavour  to  explain.  The  one 
occurred  in  April,  and  the  other,  which  was  of  much 
greater  severity,  in  October,  and  as  they  were  occasioned 
by  bankers  restricting  their  discounts  and  recovering  ad- 
vances, perhaps  our  better  course  will  be  first  to  trace 
the  effect  of  such  a proceeding  pursued  to  its  utmost  ex- 
tent, and  having  done  so,  then  to  refer  to  the  pressures 

in  question. 

Bankers  are,  as  we  have  already  observed,  probably 
liable  to  pay  on  demand  an  amount  exceeding  their  cash 
in  hand  by  some  110,000,000?.  but,  to  be  within  bounds, 
we  will  call  it  90,000,000?.— they  must  therefore  have 
advanced  to  the  public  that  amount  on  bills  of  exchange 
or  other  securities,  (the  Banker's  Magazine  estimates 
that  bankers  have  never  less  than  80,000,000?.  under  dis- 
count) and  as  these  bills  and  other  advances  fall  due 
and  are  paid  off,  fresh  bills  are  discounted  and  fresh  ad- 
vances made,  and  it  is  no  exaggeration  to  suppose  that 
the  old  advances  are  being  paid  off  and  fresh  ones  made 
at  the  rate  of  25,000,000?.  per  month.  Now  we  will 
suppose  that  for  some  reasons  bankers  shall  cease  to  dis- 
count and  shall  call  in  the  advances  they  have  made,  and 
what  is  the  result  ? It  would  be  ridiculous  to  imagine 
that  bankers  would  thereby  become  holders  of  the 
90,000,000?.  in  cash,  but  were  there  this  amount  of  cash 
in  circulation  and  were  the  bankers  so  to  become  pos- 
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ses!  ed  of  it,  matters  would  stand  thus, — first  the  tangible 
cir(  ulation  would  be  to  that  extent  reduced  (or  locked  up) 
wit  lout  adding  in  the  slightest  degree  to  the  properties 
of  the  90,000,  OOOZ.  in  current  balances,  (as  ready  capital) 
anc  secondly,  the  public  would  be  by  so  much  the  less  in- 
det  ted  to  banks — the  public  having  previously  held  the 
90,000,000?.  in  cash  in  their  own  pockets,  at  their  own 
dis]»osal,  and  having  besides  received  accommodation 
from  banks  to  an  equal  extent. 

T 'he  amount  of  the  tangible  circulation  does  not 
hov  'ever  admit  of  such  an  arrangement,  and  it  certain- 
ly \ rould  not  take  place  if  it  did  so ; how  then  would 
this  act  on  the  part  of  the  bankers  really  operate  ? The 
effe  3t  would  be  that,  during  the  first  few  days,  the  pub- 
lic ivould  be  put  to  great  inconvenience,  but  before  a fort- 
nig  it  had  elapsed  an  intense  pressure  would  have  set  in, 
anc  bankers  would  find  their  current  balances  and 
cas  1 in  hand  reduced  almost  as  rapidly  as  sums  were 
recnved  on  account  of  bills,  &c.  falling  due;  first,  be-  . 
can  se  the  banks  having  ceased  their  supply  to  the  public 
of  25,000,000?.  per  month,  it  would  be  impossible  that 
the  r customers  could  receive  their  monies  owing  as  fast 
as  1 isual,  while  on  the  other  hand  they  would  be  pressed 
on  3very  side  for  the  monies  they  themselves  owed,  both 
cau  ses  reducing  their  balances  with  their  bankers ; se- 
cor  dly,  current  balances  would  be  reduced  by  their  pro- 
prii  jtors  being  induced  by  exorbitant  rates  of  interest  to 
adi  ance  to  those  whose  bills,  &c.  were  falling  due. 

] before  a month  had  elapsed  ruinous  rates  of  interest 
wo  lid  be  charged  and  readily  given,  because,  although 
me  1 would  determine  to  incur  no  fresh  liabilities  until  the 
pre  ssure  was  over,  yet  to  meet  their  present  engagements 
they  would  give  almost  any  rate  of  interest  demanded, 
an(  [ those  whose  credit  was  not  first  rate  would  be  unable 
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to  obtain  money  on  any  terms,  and  must  therefore  dispose 
> of  their  property  at  ruinous  prices ; and  this  latter  proceed- 

'•  ing  would  be  a further  cause  of  drain  on  current  balan- 

ces added  to  those  already  enumerated,  for  men  with 
money  would  think  it  a good  time  to  speculate.  Day 
after  day  the  pressure  would  become  more  insupportable, 
(increasing  of  course,  in  a double  sense,  at  the  rate  of 
25,000,000?.  per  month),  insolvent  banks  which  had 
’ made  injudicious  advances  must  stop,  and  a want  of  con- 

fidence in  banks  would  follow,  inducing  great  numbers  of 
persons  to  close  their  banking  accounts  altogether,  or  to 
keep  the  greater  portion  of  their  money  at  home,  and 
now  the  destruction  of  current  balances  with  many  banks 
must  exceed  the  amount  being  received  on  falling  due 
bills,  &c.  and  such  bankers  must  now  sell  their  securities 
or  stop,  and  great  numbers  of  banks  most  unquestionably 
‘ would  stop. 

Before  the  expiration  of  the  second  month  a sort  of 
national  bankruptcy  would  probably  ensue,  still  however 
the  pressure  must  inevitably  get  worse  and  worse ; nor 
could  it  arrive  at  its  climax  until  the  hankers  had  got  in 
all  their  advances,  when  the  whole  £90,000,000  in  current 
! balances,  which  had  previously  existed  over  and  above  the 

amount  of  the  tangible  circulation  of  the  country^  (and 
‘ which  it  will  be  remembered  operated  as  a medium  of  ex- 

change or  as  ready  capital)  together  with  the  90,000,000?. 
of  capital  previously  borrowed  of  bankers,  would  be  de- 
stroyed— in  other  words,  bankers  having  got  in  their  ad- 
vances, or  all  the  monies  belonging  to  their  customers 
which  they  had  disposed  of,  their  current  balances  would 
equal  in  amount  the  cash  in  their  tills. 

^ It  is  obvious  that  a panic  such  as  this  might  have  been 

arrested  in  its  first  stages  by  bankers  generally  making  an 
I effort  to  retrace  their  steps  by  discounting,  &c.  but  as  the 
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pressure  became  more  intense  such  a procedure  would  be- 
com  3 more  difficult,  and  in  a short  time  impracticable, 
witl  out  the  aid  of  the  Bank  of  England ; but  let  the  pres- 
sure be  ever  so  intense,  let  the  destruction  of  bankers’  cur- 
rent balances  have  been  ever  so  great,  if  public  confidence 
in  b inks  yet  remained,  then,  with  the  aid  of  the  Bank  of 
Eng  and,  the  panic  might  be  stayed  almost  instantane- 
ous! 1 ; and  simply  and  only  by  showing  the  hanker  that 
in  tl  e face  of  his  falling  current  balances,  he  could  with 
safe\  y to  himself  advance  upon  good  securities.  This  as- 
surance  could  only  be  given  by  making  it  known  that  the 
Ban'  i of  England  would  henceforth  discount  good  secu- 
ritie  5,  and  supposing  the  amount  of  bullion  in  the  bank  to 
be  small,  then,  without  reference  to  the  amount  of  its 
notes  in  circulation,  and  immediately  there  would  be 
not!  ing  to  prevent  bankers  retracing  their  steps.  They 
coul  i now  advance  without  risk  on  good  securities,  know- 
ing they  could  fall  back  upon  the  Bank  of  England  if 
neec  ful,  but  the  probability  is  that  such  assistance  would 
not  be  found  needful,  except  in  very  few  instances,  for 
the  creation  of  current  balances  would  become  so  rapid 
as  VI  sry  shortly  to  place  the  bankers  in  their  old  position. 

W e are  now,  I think,  in  a situation  clearly  to  under- 
stand the  exact  nature  of  the  pressures  of  April  and 
October,  1847. 

Oi  the  2nd  of  January,  1847,  the  bullion  held  by  the 
Banc  of  England  amounted  to  14,950,000?.  and  the 
notes  in  reserve  to  8,200,000?.  by  the  3rd  of  April  the  bul- 
lion lad  sunktol0,200,000?.andbythe  24th  to  9,200,000?. 
redu3ing  the  notes  in  reserve  to  2,700,000?.  at  this  junc- 
ture the  exchanges  turned  in  our  favour  and  the  bullion 
began  to  increase. 

It  will  readily  be  conceived  that  before  the  3rd  of  April 
ever  / prudent  banker  must  have  turned  his  attention 
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seriously  to  consider  the  probable  state  of  the  money 
market,  in  case  the  present  drain  of  bullion  should  con- 
tinue much  longer.  He  must  have  seen  that  if  it  did 
continue  the  Bank  of  England  would  be  compelled  to 
force  down  its  circulation,  and  that  it  could  only  do  so  by 
the  restriction  of  its  discounts  or  the  sale  of  securities  ; 
that  it  was  impossible  to  say  to  what  extent  it  might  have 
to  do  either  the  one  or  the  other,  and  that  it  was  impos- 
sible to  say  whether  it  might  not  have  to  provide  also  for 
a fall  in  its  own  deposits.  What  therefore  might  be  the 
state  of  the  money  market  very  shortly  he  would  be  . 
quite  unable  to  conjecture,  but  most  unquestionably  he 
would  consider  that  the  future  looked  very  gloomy ; and 
taking  this  or  perhaps  a worse  view  of  the  case,  every 
prudent  banker  determined  at  once  to  set  about  strength- 
ening his  own  position  by  declining  all  discounts  and  ad- 
vances, where  he  felt  he  could  do  so  without  injury  to  his 
business  ; fully  resolving  to  follow  out  this  course  until  a 
turn  should  take  place  in  the  exchanges.  And  thus  did 
bankers  stop  their  own  supplies,  and  create  the  very  evil 
against  which  they  were  providing,  a pressure  in  the  Mo~ 
ney  Market.  In  short  to  the  extent  to  which  bankers  ceased 
to  accommodate  the  public,  to  that  extent  besides  was  the 
ready  capital  of  the  country  contracted ; for,  either  must 
bankers  have  held  that  much  more  cash,  or  found  their 
current  balances  reduced  to  that  extent,  or  their  current 
balances  reduced  in  part,  and  their  cash  increased  the  re- 
mainder. However,  to  suppose  their  cash  in  hand  materi- 
ally increased  were  absurd,  and  chiefly  because  when 
bankers  are  all  acting  on  the  same  principle,  a reduction 
in  a banker’s  discounts  and  a reduction  in  his  current 
balances  must  as  a general  rule  be  simultaneous,  for  if  the 
banker  has  not  thus  stopped  his  own  supplies  the  probabi- 
lity is  that  his  neighbours  have  reduced  as  much  as  he. 
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and  have  done  so  for  him,  so  that,  during  a pressure, 
hauliers  individually  are  obliged  to  reduce  their  discounts 
to  maintain  their  proper  proportion  of  cash  rather  than 
to  in  crease  it. 

T1  lus  we  perceive  how  it  was  that  the  pressure  com- 
men(  ed  about  the  1st  of  April,  and  gradually  increased 
in  in  ;ensity  till  the  24th,  when  the  exchanges  turned  in 
our  f ivour,  and  bankers  of  course  reversed  their  mode  of 
proc(  eding. 

T1  e published  returns  of  the  Bank  of  England  show 
a gra  dual  drain  of  bullion  from  the  26th  of  June  to  the 
23rd  of  October.  Thus — 

June  26th,  10,526,000Z.  Sept.  4th,  8,960,000Z. 

July  3rd,  10,397,000Z.  Oct.  2nd,  8,5()5,000Z. 

Aug.  7th,  9,253,000Z.  „ 23rd,  8,313,000Z. 

It  will  be  remarked  that  this  drain  of  2,200,000?.  ex- 
tendi ng  over  a period  of  four  months,  was  not  of  nearly 
so  ex  tensive  a character  as  that  which  took  place  between 
the  2 nd  of  January  and  the  24th  of  April,  which  amount- 
ed to  5,700,000?.  but  then  it  must  be  remembered,  that 
the  I lank  of  Engand  was  in  a much  better  position  to 
provi  ie  for  an  extensive  drain  on  the  2nd  of  January 
than  it  was  on  the  26th  of  June,  and  therefore  uneasi- 
ness )n  the  subject  of  this  second  unfavourable  turn  in 
the  e ^changes  was  immediately  evinced.  Bijfore  the  end 
of  Jily  almost  every  banker  was  acting  more  or  less  on 
the  r'  ‘strictive  system,  and  a pressure  was  (consequently 
experienced,  which  gradually  increased,  and  was  felt 
with  great  severity  by  the  23rd  of  Septembccr,  when  the 
Bank  of  England  raised  its  minimum  rate  of  discount 
to  b\  per  cent,  on  bills  at  two  months,  and  to  6 per 
cent,  on  bills  at  three  months,  and  bankers  became  as 
reluc  ant  to  make  advances  as  they  had  been  in  April. 

Or  the  1st  of  October,  the  Bank  of  England  announ- 
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ced  further  measures  of  restriction  upon  their  business 
of  discount,  and  a total  cessation  of  their  advances  upon 
stock  and  exchequer  bills,  and  a pressure  of  the  most 
intense  description  immediately  set  in.  Bankers  were  no 
longer  afraid  of  injuring  their  own  credit,  or  of  offend- 
ing their  customers  by  ceasing  to  discount.  The  late 
proceedings  on  the  part  of  the  Bank  of  England  afforded 
them  a plausible  pretext  for  declining  altogether  to  make 
advances  ; they  did  not,  however,  entirely  cease  to  dis- 
count, but  this  was  compensated  for  by  their  calling  in, 
to  an  enormous  extent,  monies  advanced  upon  various 
other  descriptions  of  securities. 

The  destruction  of  bankers’  current  balances  which 
had  previously  been  going  on,  now  received  a fearful  im- 
petus, and  there  can  be  little  doubt  that  between  the  1st 
and  25th  of  the  month  there  was  a further  destruction 
of  current  balances  to  the  extent  of  fifteen  or  twenty 
millions ; at  all  events  it  is  certain  that  to  the  extent  to 
which  bankers  had  ceased  to  advance,  or,  to  the  extent 
to  which  the  advances  paid  off  exceeded  those  which 
during  the  same  period  had  been  made,  to  that,  extent 
(within  a fraction)  must  the  public  have  been  deprived  of 
their  cash  at  their  bankers  or  the  cash  in  their  pockets, 
(and  I have  already  pointed  out  why  it  must  have  been 
the  former)  and  likewise  to  that  extent  luas  the  accommo- 
dation hitherto  afforded  them  by  bankers  curtailed. 

I have  said  that  to  that  extent  was  the  accommodation 
afforded  to  the  public,  as  well  as  bankers’  current  ba- 
lances, or  the  cash  in  circulation  curtailed,  and  it  is 
highly  important  that  this  difference  should  be  observed 
as  the  two  are  quite  distinct,  thus — suppose  the  amount 
to  have  been  20,000,000?. — then  one  class  of  men  had 
(within  a fraction)  20,000,000?.  less  in  their  pockets  or 
at  their  bankers,  and  another  class  of  men  were  doing 
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without  20,000,000?,  of  accommodation  whicli  they  liad 
hitherto  received  from  banks. 

On  the  25th  of  October,  the  act  limiting  the  circula- 
tion of  the  Bank  of  England  was  suspended,  and  the 
panic  was,  as  a necessary  consequence^  at  an  end. 

Had  the  Bank  of  England  during  the  pressure  made 
repeated  and  large  advances,  and  had  it  been  supposed 
that  every  such  advance  might  possibly  be  the  last,  such 
assistance  would  have  afforded  little  or  no  relief.  The 
panic  could  only  be  arrested  by  shewing  bankers  they 
could,  with  safety  to  themselves,  advance  upon  good 
securities ; and  the  suspension  of  Sir  Robert  Peel’s 
“ Banking  Act”  gave  them  this  assurance,  (the  high 
rate  of  discount  charged  by  the  Bank  of  England  was 
not  a consideration  with  the  banker,  because  he  could 
himself  charge  as  much)  and  the  favourable  turn  in  the 
exchanges,  which  also  took  place  at  this  period,  added 
yet  more  to  the  confidence  with  which  bankers  afforded 
accommodation,  and  hence  the  creation  of  bankers’  cur  - 
rent balances  became  rapid,  and  money  was  soon  com- 
paratively abundant. 

I have  thus  drawn,  as  hriejly  as  possible,  a general  out- 
line of  the  prominent  and  fundamental  principles  which 
regulate  the  money  market,  which  produce  an  abundance 
or  a scarcity  of  money,  and  such  being  the  sole  object  of 
this  letter  I refi'ain  from  entering  upon  other  and  import- 
ant matter  which  the  consideration  of  the  subject 
naturally  suggests. 

I would  however,  in  conclusion,  remark,  that  with 
the  currency  on  its  present  basis,  and  with  the  system 
of  banking  now  so  general  and  every  day  extending,  we 
are  at  any  time  subject,  from  a drain  of  bullion,  to  a panic 
as  disastrous  in  its  consequences  as  can  well  be  imagined ; 
and  that  I cannot  but  dissent  from  the  opinion  of  those 
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who  maintain  that  our  monetary  system  is  justly  or  ne- 
cessarily thus  imperiled  or  that  the  evil  is  irremediable. 

I am.  Gentlemen, 

Your  most  obedient  Servant, 

W.  JOPLIN. 


Reading,  Is?  March,  1853. 


Printed  by  E.  Blackwell,  8,  Loudon  Street,  Reading. 


